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The regulatory conditions have been identified as important factors influencing the 
innovation activities of companies, industries and whole economies.The paper aims to assess 
the impacts of regulation on innovation, taking into account the industry characteristics and 
the size of the firm. In order to conduct such a quantitative analysis of the impact, we 
differentiate between the key material industry and processing and assembly industry of 
the manufacturing sector, and furthermore we consider large enterprises and small and 
medium enterprises separately. Since our quantitative analysis covers Japanese 
manufacturing sector, we use individual data of “Survey on Research Activities of Private 
Corporations” and regulatory index of “Japan Industrial Productivity Database”. 
In manufacturing in general, the empirical results overall confirm the two effects of 
regulations. First, the easing of regulations may reduce the incentives for companies to 
invest in R&D whereas it may promotes outsourcing of R&D and encourages open 
innovation. Second, a weak regulation may favours a rapid and wide diffusion of inventions, 
which may leads to increase in the number of patent applications and to introduce new 
products and services in the market. 
However, taking into account the industry characteristics and the size of the firm, the 
empirical results show that the regulation may have both positive and negative impact on 
R&D and innovation. Different types of the industry and firm size generate various impacts 
of regulation and even a single type of regulation can influence innovation in various ways 
depending on how the regulation is implemented. 
